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BEFORE THE ARIZONA C 

COMMISSIONERS 
GARY PIERCE, CHAIRMAN 
BOB STUMP 
SANDRA D. KENNEDY 
PAUL NEWMAN 
BRENDA BURNS 

[N THE MATTER OF THE APPLICATION 
3 F  NAVOPACHE ELECTRIC 
EOOPERATIVE, INC., AN ELECTRIC 
ZOOPERATIVE NONPROFIT 
MEMBERSHIP CORPORATION, FOR 
4UTHORIZATION TO SECURE A 
!49,329,000 RUS GUARANTEED 
FEDERAL FINANCING BANK LOAN 
4ND TO PLEDGE, MORTGAGE, LIEN 
\ND/OR ENCUMBER UTILITY ASSETS 
N RELATION THERETO. 

DOCKET NO. E-0 1787A- 1 1-0 165 

NOTICE OF COMPLIANCE FILING 

Navopache Electric Cooperative, Inc. (“Navopache” or “Cooperative”) by and 

.hrough undersigned counsel, hereby files its Notice of Compliance with Decision No. 72550 

3y filing the attached Capital Plan and Financial Forecast. 

RESPECTFULLY SUBMITTED this 18‘h day of November, 2011. 

CURTIS, GOODWIN, SULLIVAN, 
UDALL & SCHWAB, P.L.C. 

By: 

WilliaKP. Sullivan 
Melissa A. Parham , 

501 East Thomas Road 
Phoenix, Arizona 85012-3205 
Attorneys for Navopache Electric 
Cooperative, Inc. 
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?le: 01 09-012-001 7-0000; Desc: Notice of Compliance Filing - Capital Plan; Doc#: 109863~1 
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PROOF OF AND CERTIFICATE OF MAILING 

I hereby certify that on this Mth day of November, 2011, I caused the foregoing 
locument to be served on the Arizona Corporation Commission by delivering the original and 
hirteen (13) copies of the above to: 

locket Control 
Irizona Corporation Commission 
200 West Washington 
'hoenix, Arizona 85007 

:o y of the foregoing emailed this 
.8' day of November, 2011 to: B 
anice Alward, Esq. 
alward@azcc.gov 

Steve Olea 
;olea@azcc.gov 
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File: 01 09-012-0017-0000; Desc: Notice of Compliance Filing - Capital Plan; Doc#: 109863~1 
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NAVOPACHE ELECTRIC COOPERATIVE, INC. 

CAPITAL PLAN AND FINANCIAL FORECAST 

By Decision No. 72550, in Docket No. E-01787A-11-0165, the Commission ordered Navopache Electric 
Cooperative, Inc. (“Navopache”) file a capital plan to  achieve and maintain equity a t  no less than 30 
percent of total capital. Additionally, the Commission ordered Navopache to file a plan to  increase the 
Company’s TIER and DSC ratio to a minimum of 1.25 and adhere to that plan. This Narrative and the 
attached ten year financial forecast, also included as Schedule F-2.0 in Navopache’s rate filing (Docket 
No. E-01787A-11-0186), is provided as compliance for these Commission requirements.’ 

General Financial Goals of Navopache’s Board of Directors 

As a member owned electric cooperative, NEC’s revenue requirement is a function of  the margins and 
cash necessary to meet the financial objectives established by i t s  eight member Board of Directors 
elected by Navopache’s members. These financial objectives are set in terms of the equity level, the 
cash general funds level, the capital credit retirement program and the coverage ratios required by the 
Cooperative’s lenders in the context of providing members reliable electric service a t  reasonable rates, 
while maintaining the operational and financial integrity of the electric system. Necessary capital 
improvements to  provide reliable electric service are set forth in Navopache’s Four Year Work Plan, as 
updated and amended and developed in conjunction with securing financing from the Rural Utilities 
Service (“RUS”). The Board of Directors has recently approved the filing for an adjustment in rates and 
charges with the following financial objectives: 

0 Increase the equity as a percent of capitalization to  between 30% and 35%. The 
proposed increase in this filing is expected to raise the equity by an average of 1% - 
1%% per year initially with a goal of achieving a 30% equity not later than 2019. 
Increase the Operating Times Interest Earned Ratio (OTIER) with an objective of 
maintaining a ratio greater than 2.00. 
Revise the line extension policy to reduce the construction allowance provided by 
Navopache from $1,500 to $500 thus reducing the Cooperative’s capital costs related to 
financing and depreciation. 

0 

0 

The financial forecast attached and included in the rate filing demonstrates Navopache’s ability to  
achieve and maintain equity of 30% and also to  maintain TIER and DSC ratios in excess of the minimum 
of 1.25, subject to  receiving timely adjustments in rates and charges to produce the ”additional 
revenues required’’ reflected on page 3 of the Forecast. Navopache’s stated goal for equity as a percent 
of total capitalization in the rate filing is a range between 30% and 35%. At 30% Navopache is able to 
implement retirement of  general capital credits without RUS review and approval. The TIER objective is 
to maintain a ratio greater than 2.00. Navopache believes such objectives will allow it to  provide i t s  
members reliable electric service a t  reasonable rates and is committed to meeting these objectives. 

~ 

Prior to docketing the ten year forecast, Navopache notified Staff of i t s  intent to submit Schedule F-2.0 in 
compliance with Decision No. 72550. Staff has indicated it will await docketing to determine whether Schedule F- 

2.0 is “satisfactory.” Staff, however, did suggest a narrative accompany Schedule F-2.0. This narrative was 
prepared in response to that suggestion. 



An increase in the equity level to  a level of 30% - 35% provides Navopache greater financial stability, 
lower financing costs from lenders, the ability to maintain a cash reserve which provides the 
Cooperative more flexibility in dealing with financing plant additions and the ability to retire capital 
credits without restriction. 

The equity as a percent of capitalization ratio a t  the end of the test  year (the twelve months ending April 
30, 2010) was 27.85%. The equity as a percent of capitalization is expected to decline further until the 
proposed rates are implemented which is now projected to occur in the summer 2012. The proposed 
rate change is expected to improve the equity percentage by an average of 1% - 1 % % per year during 
the years after the rate change. The equity as a percent of total capitalization is projected to reach 30% 
in 2015 and continue to increase to 32% by 2019. The equity as a percent of total assets is projected to 
reach 30% by 2019. 

The Financial Forecast 

The financial forecast was prepared with calendar years 2007, 2008 and 2009 as the historical basis. 
Due to the timing of the development of the rate filing and the supporting schedules, the first forecast 
year is the calendar year 2010. The forecast projects the financial objectives can be reached with 
approval of the proposed rate increase. The forecast reflects the following: 

0 A proposed annual increase in rate revenue of 7.16%. In the forecast, new rates are projected 
to  become effective in the spring or early summer of 2012. The forecast identifies the total 
amount of additional revenue above what is  recovered from existing rates to  meet the equity 
objectives for each forecast year. The equity objectives and coverage requirements are satisfied 
with the inclusion of the proposed revenue from the rate increase through 2015. An additional 
increase in rates may be necessary in the 2016-2017 timeframe. 
An annual system growth in kWh Sold of 1.0 - 1.5% 
Total plant additions for the period 2010 - 2013 of  $51,856,000 is consistent with the work plan 
budget referenced in the financing application. 
The revision to NEC’s line extension policy to reduce the construction allowance. This change is 
projected to increase the contributions in aid of construction which in turn reduces the amount 
of capital additions to be financed by NEC. 

0 

The following provides a brief summary of each section of the forecast. 

Schedule F-2.0, Page 2 of 22, is the Ratio Summary for each forecast year. The equity ratios reflect a 
projected gradual growth through the year 2019. Both the DSC and TIER ratios show significant 
improvement with the rate change in 2012 and remain well above the 1.25 minimum for the duration of 
the forecast period. There are numerous other ratios summarized on this page. 

Schedule F-2.0, Page 3 of 22 is the Pro Forma Balance Sheet for each forecast year. 

Schedule F-2.0, Page 4 of 22 is the Pro Forma Income Statement for each forecast year. The revenue 
from present rates includes both the average revenue from application of the existing base rates but 
also the WPCA adjustor revenue associated with projected increases in power cost. The ‘Add’l Revenue 
Required’ is the total annual amount of additional revenue required to  satisfy the equity growth 
objectives shown on Page 1. The additional revenue shown for each of the first four forecast years is 



intended to be consistent with the amount of the requested rate change in the current filing of $3.4 
million. Based on the forecast, additional rate changes may be necessary beginning in 2016. 
Schedule F-2.0, Page 5 of 22 provides the Pro Forma Income Statement in a mills per kWh format. 

Schedule F-2.0, Page 6 of 22 is  the General Funds Summary for the forecast period. This summary 
shows the sources and uses of cash for each period. Since equity as a percent of assets is less than 30% 
during the forecast period, Navopache has projected annual capital credit retirements of $100,000. The 
General Funds invested in plant is the amount needed to  support the growth in equity requirement. 

Schedule F-2.0, page 7 of 22 is the Determination of Load. This page reflects the number of customers, 
average monthly usage and annual kWh sales by revenue class. 

Schedule F-2.0, pages 8 and 9 of 22 is the Determination of Revenue from Existing Rates. The average 
revenue for each revenue class for the forecast periods is based on the 2009 actual. The adjustment 
factor is the WPCA adjustment to recover the increase in average power cost projected. 

Schedule F-2.0, page 10 of 22 is the Plant Investment and Loan Fund Requirement summary. The sum of 
the total priority items plus the non-priority items for each year represents the total Work Plan Budget 
for that year. The total for 2010 - 2013 is $51,856,000. 

Schedule F-2.0, page 11 of 22 is the summary of the Determination of Debt and Debt Service for each 
lender. The notes referenced as ‘Bonds’ are actually long term notes with amortizations that require 
the principal and interest payments be specifically input. The section of the financial forecast used to 
identify bonds provides the needed modeling requirements to  accommodate these notes. 

Schedule F-2.0, page 12 of 22 is  the Determination of Operating Expenses. 

Schedule F-2.0, pages 13 to 20 of 22 provides the amortization of the existing individual long term notes. 

Schedule F-2.0, pages 21 and 22 provides a summary of the existing note data. 
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